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IAS for
Postgraduate Training
One or more college degrees frequently are noted among
the listed qualifications of IAS enrollees. During the
past five years* 7,641 men and women who had gradu
ated from college or university enrolled for IAS training.

• During the same period several thousand others
whose college or university programs had been inter
rupted prior to graduation also enrolled.
• Throughout the country many university instructors
in accounting make it a point to suggest IAS when
they are asked to recommend a good home-study
school. We are grateful for their fine co-operation.

• IAS, of course, is not in competition with colleges
or universities. Operating in the field of adult educa
tion, its function is to provide complete technical train
ing in accounting and allied subjects, as well as re
fresher or advanced courses to those with previous
accounting training. Also, in these complex times many
with excellent educational backgrounds in the arts or
sciences discover a need for professional training in
accounting.
• The IAS elective plan enables the student to con
centrate his study efforts on those subjects that are a
matter of practical concern in his work. Through home
study, college graduates and others in need of refresher
courses or additional advanced training can add to their
technical backgrounds by making constructive use of
their spare time.
The school’s 24-page catalogue
is available free upon request.
Address your card or letter to
the Secretary, IAS....

*January, 1951 through December, 1955

INTERNATIONAL ACCOUNTANTS SOCIETY, INC.
A Correspondence School

1903
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EDITORIAL
that a “Packaged Program” on the Hoover
Report will be provided without charge to
any program chairman who will put it to
use. It can be used as is, or, if a club has
a special interest in one particular task force
report, additional material can easily be
obtained to supplement the programs. We
have seen a copy and find it interesting. If
any chapter wishes a copy or would like
more information contact Kay Metz, The
Quaker Oats Company, Merchandise Mart
Plaza, Chicago 54, Illinois.

EDITOR’S MAILBOX
We understand CONGRATULATIONS
are due to a former editor of this publica
tion, Alice H. Aubert, C.P.A. She is the first
woman elected to the Board of Directors of
the New York State Society of CPA’s in
the 59 years of the Society’s existence.
*
*
*
We don’t claim to be experts on the han
dicapping of horses, but we’re almost
tempted to predict the leading chapters in
the award contest for 1957 about the end
of January. Somehow the chapters that con
tribute articles to our publication seem to
land near the top of the heap. We hear from
the award chairmen that the chapters rat
ing best in 1956—barring any last minute
changes—are Atlanta, Grand Rapids and
Baltimore. CONGRATULATIONS.
*
*
*

*

*

*

We have been reading a considerable
amount of material on ways to meet the
shotages of teachers in the accounting field.
It would seem that some of our members,
particularly those in the field, might have
some useful ideas on this subject. How
about taking time to let us hear from you?
Speaking of shortages, we haven’t heard
from any chapters lately about accounting
projects that might be suitable for the
Chapters in Action page. We are well aware
that all of you are very active and are sure
that there are many projects that other
accountants might be interested in. Let’s
hear about some of them.

Advance notices are being received of in
ternational meetings for 1957. The Inter
American Conference, with registration
open to all accountants, will be held in San
tiago, Chile in January, 1957.
The 1957 International Congress of Ac
counting will be in Amsterdam, Holland,
September 9-13, 1957. Organizations elig
ible to attend are:
State Societies of C.P.A.’s
American Accounting Association
American Institute of Accountants
National Association of Cost Accountants
Controllers Institute of America
Institute of Internal Auditors
Municipal Finance Officers’ Association
of the United States and Canada
*
*
*

• The Woman CPA is published bi-monthly

in the interest of accounting, and the progress
of women in the profession.
While all material presented is from sources
believed to be reliably correct, responsibility
can not be assumed for opinions or for inter
pretations of law expressed by contributors.
Published by
of

American Woman’s Society
Certified Public Accountants

and

Attention, PROGRAM CHAIRMEN. We
have all been interested in the Hoover Re
port. Kay Metz, Chairman, The Women’s
Committee for the Hoover Report writes

American Society of Women Accountants

327 So. LaSalle Street, Chicago 4, Illinois
Subscription Price—$1.00 Annually
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INTERNAL CHECK AND CONTROL
By MARGARET B. OVERBY, Richmond, Virginia
3. To see that cash, securities, merchan
dise, equipment, etc., are safeguarded
against theft or misappropriation.
4. To see that adequate insurance is pro
vided against the contingencies of
destruction of physical property, im
pairment of titles, or claims for per
sonal liability.
Since fraud and error are the principal
causes for the failure to meet these require
ments, internal control is concerned with
their prevention, and, where the safeguards
have proved ineffective, their detection and
correction. This corrective action involves
not only correction of the immediate error
or fraud, but more importantly, the correc
tion of the unsatisfactory situation which
has allowed it to happen.
There is some disagreement as to which
of these dangers—fraud or error—is the
more important. The danger of fraud should
never be ignored, and the temptations af
forded by faulty internal control should be
realized; however, in the general run of
business, error is the much more prevalent
danger.

The chief development of the idea of in
ternal check and control has taken place
within the twentieth century.
In The Philosophy of Accounts, by Charles
E. Sprague, one of the earliest publica
tions on accounting, internal control is rec
ognized, but is chiefly thought of in terms
of procedures which will enable the indi
vidual to guard against mistakes, or to dis
cover any which had been made.
When the first release was made by the
Federal Reserve Board in April, 1917 rela
tive to suggestions of the procedure in a
Balance Sheet Audit, one reference only in
the closing pages was made to internal
check although its relation to the nature
of the audit program was indicated. The
revision in 1929 published under the title
Verification of Financial Statements retains
the 1917 reference in essentially the same
form, but, in addition gives immediate at
tention to it in paragraph #1.
In January, 1936 a new revision of the
Federal Reserve Board bulletin was pre
pared and printed by the American Institute
of Accountants and this bulletin gives still
further attention and emphasis to the im
portance of internal check and control and
its relation to the scope of the audit pro
gram. The special bulletin, “Extension of
Auditing Procedures,” (issued by the Amer
ican Institute of Accountants in 1939)
similarly expresses the public accountant’s
interest in, and reliance on, internal check
and control.1
This rapid development over a relatively
short period is understandable when one
considers the great increase in complexity
of business organization, record keeping,
and reports which has been made within
this time.

Need for Internal Control
Types of fraud
Most of the possibilities of fraud occur
in the handling of cash and its equivalent.
Cash itself is so attractive to the would-be
embezzler because it is ready for use with
out the need for conversion to any other
medium. For this reason the protection of
cash is of primary importance.
The simplest form of fraud is the theft
of receipts before any record has been made
Definition and Purpose
of them. This is usually combined with the
Internal check and control has been de practice of lapping—the use of current re
fined as that “general group of routines, ceipts to cover previous thefts.
procedures, and records which are designed
A little more complicated is the misappro
to lend a high degree of reliability to the priation of funds with incorrectly stated
financial statements”2, and its principal records Or with falsification of existing rec
objective, that of providing “assurance that ords. For example, if a customer fails to
actions taken are those the management take a cash discount, the person receiving
Wishes, and that other actions are immedi the remittance may pocket the amount of
ately discovered.”2
the discount and deposit the discounted
It is concerned with meeting the follow amount.
ing requirements of business:
Cash may also be fraudulently secured
1. To see that the company receives all through the presentation of false petty cash
revenues due it.
vouchers or through the increase of the
2. To see that the company makes no amount shown on legitimate ones. If paid
petty cash vouchers are not properly pro
payments it should not.
4

tected, they can be used for a second pay
ment through the changing of the date to
make them appear to cover current transac
tions. Cash itself may be abstracted from
the petty cash fund if there is access to
the records so that the necessary covering
corrections can be made.
Checks can be received for false vouchers
or a second use of legitimate vouchers; the
amount of a check can be increased; or
checks, themselves, can be forged. These
tactics usually require collusion on the part
of an outsider to get the checks cashed. For
complete success, there must be access to
the bank statement and cancelled checks so
that fraudulent checks can be corrected or
destroyed. The cancelled checks can also be
used to cover overstatements of expenses
which have been entered on the books to
cover shortages in funds.
Sometimes the fraud is accomplished by
the cashing of unclaimed dividend or payroll
checks, and in this also, collusion on the
outside is usually necessary.
Sometimes a shortage is covered by the
transfer of funds from one bank account
to another with the omission of the entry
to the first account.
Next to cash, inventories are the most
vulnerable, especially if they are transport
able and readily disposable. The use of the
perpetual inventory procedure provides the
most effective control in this area.
Supplies are also a potential temptation,
although usually not important from a
monetary value.

posit slips, or when the entries in a sub
sidiary customer’s ledger are checked
against statements made up from the in
voices and remittance notices.
Often there is no independent check avail
able and the original steps must be retraced.
When this is necessary, it is wise to have a
different individual do this. A figure once
misread often is misread on the second, or
even the third, round.
Looking for mistakes, whatever the
method, is a tiresome, and very often a
frustrating, affair. However, it is absolutely
necessary, and it is an important function
of internal control to see that all errors are
traced to their source, and that all correc
tions are made to the point of discovery.
Principles of Internal Control
The cardinal principles of internal check
and control are:
1. No one person in complete control of
a transaction
2. Separation of operations and account
ing
3.
Full utilization of control methods
4. Responsibilities fixed to as great an
extent as possible.
The division of duties takes first consider
ation. No one person or related group of
persons should be allowed to carry through
a complete transaction. Those performing
the operations should not develop the rec
ords which establish accountability. Where
controls are established, it is well to have
the detailed records verified by an inde
pendent party. This both broadens the field
of collusion necessary for successful fraud,
and brings a fresh and unprejudiced mind
into the translation. This is particularly im
portant in the use for control purposes of
those “outside yardsticks of internal per
formance”2 such as bank statements and
customer complaints.
More important than the separation of
routines, is the separation of the functions
of approval and of action. It is a standard
of good control, that those with the au
thority to approve transactions are not
those who will benefit most directly from
their results.
The fixing of responsibility enables un
favorable circumstances to be traced to
their source and the proper corrective action
to be taken. This is of major importance in
the transfer of cash both within the or
ganization and to outsiders.
In setting up the procedures for internal
control, attention should be paid to making
them as simple as possible, taking into
account the level of ability of those who will
be expected to carry them out.

Types of errors
Errors can arise from so many sources
and in so many ways; from “just plain
mistakes, bad judgment, over-optimism, or
an ignorance of accepted accounting prin
ciples.”2
Some of the more common which arise
in the keeping of accounts are:
1.
Posting wrong charge or credit
2.
Omission of posting
3.
Double posting
4.
Posting to the wrong account.
The main preventive action which can be
taken is the maintenance of an alert mind.
This is difficult to accomplish with much
routine accounting work, particularly in a
large organization where one clerk will be
engaged in a simple repetitive routine for
long periods of time.
Often the detection of errors presents as
many difficulties as their prevention does.
The most effective procedure is the use of
independent media, as for example when
remittance lists are read back against de
5

As important as the procedures them
selves, is their understanding by those who
are to use them—an understanding not only
of the routines to be followed, but also of
the reasons behind their choice.
Each person should be impressed with
the importance of careful attention to the
performance of his duties, and the work
load should be such that each person has
the time to apply this careful attention.
This applies to those maintaining controls
as well as to those maintaining the original
records.

The main principles to be considered in
the control of the handling of cash receipts
are:
1. A record of receipts should be made
as soon as possible.
2.
Receipts should be deposited daily.
3. Accountability should be established
at each transfer of cash.
4. Those handling cash should not han
dle accounting records.
In retail stores where many small pay
ments in cash are received, the immediate
record is made by ringing up the sale on a
cash register. This either registers a total
visible to the customer, or prints a receipt
which can be given the customer, or does
both. Each register has a locked-in tape
on which each amount rung up is recorded.
This is removed periodically, usually at the
end of the day, along with the cash in excess
of the amount of the permanent change
fund. This tape forms a permanent record
for the cash received.
Where several clerks use the same regis
ter, usually a separate drawer is provided
for each one. If this is done, better ac
countability for the cash is maintained.
Usually the registers are cleared and the
cash taken up by a supervisor who audits
the register and transfers the cash to the
cashier, and the records to the bookkeeper.
In many department stores, the sales clerk
prepares a sales ticket, as well as ringing
up the sale on the cash register. The origi
nal is given to the customer and the copies
are used for accounting records and sales
analysis. The sales tickets are prenumbered
and all must be accounted for.
Where cash payments on customers’ ac
counts are made in person, the usual pro
cedure is to use prenumbered receipt forms
made up in duplicate. The original is handed
to the payer and the duplicate is retained
for transfer to the bookkeeper, usually at
the end of the day.
Payments received through the mail are
listed by the mail department. This can be
done by running an adding machine tape.
Often a more complete record is desired
and a list of the payments is prepared in
duplicate showing date, payer, check num
ber, amount, and such other pertinent in
formation as is required for the proper
handling of the accounting credit. The cash
is sent to the cashier for deposit, one copy
of the list attached to remittance notices
received with the payments is sent to the
bookkeeper, and one copy of the list is re
tained for comparison with the deposit slip
and cash record.
The deposit slip is made in duplicate.
The duplicate copy is receipted by the bank

Procedures for Internal Control
Cash
Since cash in the broad sense is the most
important element needing control, proced
ures for its proper handling form the major
part of internal check and control.
The most important principles in its
control are:
1. All receipts should be deposited and all
disbursements should be made by
check, except for small amounts paid
out of petty cash funds.
2. Cash receipts and cash disbursements
should be handled by different persons.
3. Those handling cash should not have
access to accounting records.
4. Entries on cash records should be made
promptly, and cash reports showing
current balances should be furnished
daily.
5. Petty cash funds should be handled on
an imprest basis. These and change
funds should be maintained at the low
est feasible balance, and should be
provided with maximum physical pro
tection.
6. Depositories should be carefully chosen.
Funds in temporary depositories should
be under the control of the central
office. The transfer of these funds
should be handled on a systematic
plan. It is preferable that they be
transferred to the central depository
only.
7. A continuous program of internal
audit should be maintained, partic
ularly where there are branch offices.
This should include the periodic, but
irregularly spaced, count of cash, both
that awaiting deposit and that in es
tablished funds.
8. Bank statements should be received
and reconciled by a person who does
not handle cash, or have access to ac
counting records.
9. Employees handling cash and cash rec
ords should be bonded.
6

to agreement with the original arrange
ment.
When the check has been written, the
supporting papers should be cancelled in
such a way as to prevent their use in sup
port of another check.
The supporting papers for checks reim
bursing petty cash funds should be thor
oughly audited before the reimbursement is
approved.
Where the necessary approval varies for
different types of disbursements, this should
be known by all who are affected by it. For
example, in some organizations, advances
for travel expenses must be authorized at
a higher level than is necessary for routine
payments to vendors.
The preparation of payrolls, and the mak
ing of payroll payments should be definitely
divided. One copy of the payroll should be
retained in the Payroll Department as a
check on the amounts actually expended.
Payroll checks not delivered should be
rigidly controlled and if not claimed after
a certain period, should be cancelled by a
credit to the unclaimed wages account.
Payment should be stopped on any checks,
payroll or otherwise, which do not clear the
bank in a reasonable time.
Receivables
The main principles to be considered in
establishing control over accounts receivable
are:
1.
Credit should be granted carefully.
2. Collections should be pushed vigor
ously.
3. Accounts receivable ledgers should be
maintained from data received from
independent sources.
4. Monthly billing and customer com
plaints should be handled by an inde
pendent department.
5. Credits for returns and allowances
and write-off of uncollectible accounts
should be fully supported by properly
approved documentary evidence.
The development of a systematic and ef
fective procedure for the granting of credit
is the first step in the control of receivables.
In granting credit, and setting the limit to
be allowed, consideration should be given to
the following factors: general reputation
and standing, previous credit experience,
credit ratings, bank reports, character of
business, financial standing and earning
power as shown by applicant’s periodic
statements.
The proof of good credit control is the
ease and speed with which collections are
made. Initial billing should be accurate,
complete, prompt, clear and neat. Invoices

and becomes the basis for the accounting
entry.
Better control is secured if the company
will request that all checks be made payable
to the company and will instruct the bank
to accept them for deposit only.
The main principles to be considered in
the control of the handling of cash dis
bursements are:
1. All disbursements should be made by
check, except for small amounts paid
through petty cash funds.
2. The payment functions should be sepa
rated.
3. Payment routines which will take ad
vantage of all discounts allowed should
be established.
4. Accounting entries should be made
promptly.
Checks should be prenumbered and all
checks should be accounted for. Void
checks should be entered in order in the
check register with notation to that effect.
They should be on good grade protective
paper. Erasures of material information
should not be allowed. Check protectors
should be used to prevent alteration of the
amount.
Checks should be complete, the informa
tion clear and unequivocal, and the support
ing papers in order and properly approved
before they are signed. Better control is
gained by requiring more than one signa
ture. If check signers are used, special care
should be used to protect the signature
plates against unauthorized use.
Once the check is signed, it should be
mailed promptly. It should never be re
turned to the point of origin. Sometimes it
is permissible to send it to an independent
person for mailing with letters or other
papers, but it is much better to have these
put with the check before it is signed.
All checks should be made payable to an
individual, rather than to cash, petty cash,
payroll, working capital, etc., and the use
of the title as well as the name of the in
dividual is advisable.
The payment procedure should be as for
mal as is feasible. The following functions
should be handled independently:
1.
Approval of invoices
2.
Posting to Accounts Payable
3.
Reconciling vendor’s statement
4. Preparation of voucher or other sup
porting papers for disbursement
5.
Preparation of check
6.
Signing of check
7.
Handling of check register
8.
Reconciliation of bank statement.
Supporting papers should be verified as
7

lection to be made. Alterations can affect
their validity; and, at the least, can cause
extra expense and effort to be expended on
their collection. Partial payments should
be recorded on the note itself if possible.
There should be periodic, but irregularly
spaced, examinations made of the notes
themselves.
The custody of the notes and the main
tenance of records concerning them should
be separated. Records should be complete
as to the details of the notes, and the in
terest to be collected. The volume of notes
will determine the desirability of subsidiary
records.
Notes have a definite due date, and col
lection effort on that date is very important,
especially where there are endorsers. En
dorsers may be released from their obliga
tion where the legal formalities are not com
plied with. Every effort should be made to
have uncollectible notes renewed or replaced
by new notes. Where the write-off of a note
is required, it should be supported by com
plete documentary evidence as to the efforts
made at collection, and should be approved
by an independent executive.
In almost every business, there are other
out-of-the-ordinary receivables of various
kinds, such as advances to officers and em
ployees, consignments, claims, and loans of
equipment to customers, to mention a few
possibilities.
The amount involved is small in relation
to the volume of the regular receivables,
but the very fact of their being out-of-theordinary makes the establishment of proper
control a necessity.
Advances to officers and employees should
be segregated from customer receivables
and separately presented on the balance
sheet. The principal points to be considered
in establishing a control procedure are their
authorization and liquidation.
Where consignments are made, it is neces
sary to establish procedures for the main
tenance of such memorandum records as
are necessary until the actual receivable
claim can be entered on the books.
Where the business makes loans of equip
ment to its customers, sufficient records
must be maintained to give the circum
1. The notes themselves must be given stances clearly. Responsibility for the ne
safe protection, both from the physical cessary follow-up to insure proper disposi
tion of the loan must be fixed.
and from an accounting angle.
2. Adequate records should be independ
ently maintained.
Evaluation of Internal Control
3. Responsibility for follow-up must be
There are two approaches to the evalua
fixed.
tion of a system of internal control:
The notes themselves are the evidence of
the asset. They must be available for col
(Continued on page 10)

should be verified against original arrange
ments. Prices, discounts, and allowances
should be checked periodically against inde
pendent lists.
A file of unpaid accounts should be main
tained and collection of delinquent payments
vigorously pushed.
Since the subsidiary customer ledgers are
controlled by accounts in the general ledger,
those working in the Accounts Receivable
Department should not have access to the
general ledgers.
The monthly statements for customers’
accounts should be prepared and mailed by
an independent department under the super
vision of an executive with enough author
ity to take corrective action where inefficient
or erroneous procedures are brought to
light. Better control is achieved where the
statements themselves are prepared from
independent sources, and then checked
against the subsidiary ledgers. Any state
ments returned by the Post Office should be
delivered unopened to this department. Cus
tomers’ complaints also should go to this
department.
Non-payment credits to customers’ ac
counts are potential cover-up devices for
fraud or error; therefore, they should be
carefully controlled. All credits for re
turns and allowances should be supported
by credit memos approved by someone be
sides the cashier. A periodic check should
be made of closed accounts and any closed
by a credit to Returns and Allowances
should be investigated.
The write-off of accounts as uncollectible
is another potential cover-up device. All
write-offs should be supported by complete
documentary evidence that every reasonable
effort at collection has been made, and
should be approved by an independent ex
ecutive.
The accounts written off should be segre
gated in a special ledger and carefully con
trolled. Further attempts at collection
should be made where feasible. Periodi
cally, confirmation requests should be sent
out on them.
The main principles to be considered in
establishing control over notes receivable
are:

8

IDEA EXCHANGE
By MILDRED SWEM, Los Angeles, California

“It was good enough for father"
My grandfather voted for the party, my
father voted for the party, and I’ll vote for
the party. Have YOU, as an accountant,
adopted this attitude toward your firm’s
accounting system? It is hard to be un
prejudiced about your own system—espe
cially if you helped set it up. But, systems
and procedures can well become outmoded
and burdensome. Look over your system
with these questions in mind. Are they
still necessary? Could they be done more
easily ? Is there a machine or business form
that can do any of them? Are they all do
ing what they were set up for? These
questions if asked honestly can help both
you and your employer.
—Leatrice Harpster, District of Columbia

Tired of comparing totals?
Additions may be checked on an adding
machine by putting in the figures and sub
tracting the total so that the machine total
will be zero. Similarly, subtractions may
be checked by adding the black figures, sub
tracting the red figures and subtracting the
total, which should clear the machine to
zero.
Every figure on a typed statement can be
checked or proved in this manner, and all
that has to be looked at on the adding ma
chine tape is the total figure for each set
of figures, which should be zero. If there
is an error, the figure appearing in the
total is the amount of the error.
This method of checking figures may be
used on columns of figures which have been
copied by hand as well as typed figures.
Figures which have been copied for which
no total is necessary may be proved by add
ing them in and subtracting the column
from which they were copied. If the ma
chine clears it can be reasonably assumed
that the figures have been copied correctly.
Stop comparing totals—just look for a
zero balance.
—Lurena Deutsch, Los Angeles

Contributions carry-over
Do you need a helpful tool in keeping a
complete and convenient record of contri
bution carry-overs for corporations?
Maintain a 4x6 card file—a card for each
corporation—with the following headings:
YEAR OF CARRY YEAR
RETURN OVER USED AMOUNT

By keeping this file current, you will have
a ready reference for use by management
and staff to assist them in answering ques
tions as well as a means of checking the
accuracy of the “contributions carry-over”
section of the corporation tax return.
Freda V. Meyerhoffer, Baltimore

Report time saver
In compiling reports which follow regular
patterns, you can save time by asking your
typist to make an extra copy and return it
to you. Then, when you are ready to write
up the next report, paste a strip of plain
paper over the figures and use this copy for
your work paper. Thus, you need only to
write in the new figures.
Besides saving you writing time, the work
paper will be easier for both you and the
typist to follow, reducing the chance of er
ror in copying captions.
—Ruth Hetherington, Cleveland

Banks will pre-reconcile bank statements
Let your bank pre-reconcile your bank
statement with an estimated time savings of
29 minutes per 1,000 checks. Here’s how
it works.
(a) Cancelled checks are sorted into nu
merical sequence and a continuous
sheet is received, listing the checks
in sequence and showing the check
numbers and amounts.
(b) The grand total of the checks re
turned is balanced to the total
charged to your account by the bank
for the period.
(c) The number of each outstanding
check can be located easily by letter-

Tip for your typist
An emery board kept in your desk drawer
is just the thing to keep your erasers clean.
When the eraser gets dirty from the type
and carbon, just give the eraser a few
strokes with the emery board, and it’s nice
and clean again for further use.
—Ruby M. Crawford, Atlanta
9

symbol placed on the list by the au Consolidate your reports
tomatic equipment.
Accounting departments often prepare re
(d) To complete the reconcilement you ports for many operating departments in
need only refer to your check regis which the same basic information is fur
ter or journal, for the amount of nished but is presented in different forms.
each outstanding check. The total A restudy of the needs of these depart
of these, plus the total of the checks ments may result in only one report being
returned, should balance to the to made which contains all of the information
tal of checks issued for the period. needed by all of the departments. This re
All you have to do is—substitute an IBM sults in a considerable saving of time for
card-type check in place of the one cur the accounting department, as copies can be
rently used. No change or addition to your distributed to all who need the information.
present check issuing equipment or method Such a restudy often shows that some of
the information furnished is no longer used
is necessary.
Further facilitating your reconcilement, in current business operations and also that
permit the bank to send out paid checks, additional information can be furnished
three or four weeks after the closing of the with a minimum of effort that can be of
period during which checks were issued; or great value to these departments.
have two separate accounts and two sepa
—Katherine McNamara, Grand Rapids
rate series of IBM card-checks and use them
*
*
*
alternately for predetermined periods.
(Continued from page 8)
Contact your Banker, he will be glad to
1.
The
negative approach of considering
acquaint you with this service.
the losses incurred from lack of con
—Genevieve K. Hayden, Louisville
trol.
2. The positive approach of considering
the benefits gained from the use of
Sub-contractors' journal
control.
Consider establishing a “Sub-contractors
Under the negative approach, the losses
Journal” in setting up books for a general
construction contractor who bids jobs for which occur from unfavorable situations
a fixed price and receives monthly pay and defalcations are compared to the cost
ments based on a percentage of completion of providing for their prevention. In the
of items—such as 10% of electrical, 20% matter of error, such a loss is usually an
of painting—and who in turn sub-contracts estimate; in the matter of fraud it is usu
to others a number of the items. The new ally an exact amount. In either case, the
journal would show monthly charges to the data apply to the past, and the control will
job and accrue as a liability the same per be applied to the future, where possibly
centage of completion of each item which other circumstances may be different.
There are also intangible losses to be con
is billed to the owner, in determining the
amount receivable. The columns across the sidered—customer ill will generated by
journal would be headed as shown below, sloppy, inaccurate handling of accounts; em
plus as many more columns for additional ployee dissatisfaction generated by poorlydefined authority, conflicting responsibili
months as necessary.
ties, or the partiality which can creep in
Job No. 5601 where regulations are poorly formulated
SubContract
Jan. and irregularly followed; and loss in stand
Item
contractor Price %
Amt. ing generated by slipshod methods or exces
Electrical Smith & Co. $50,000 10 $5,000 sive customer turnover.
Painting Doe Corp.
10,000 20 2,000
Under the positive approach, the gains
The main advantage of this system is that which occur from the prevention of loss or
it provides more accurate records and state from the use of improved, efficient pro
ments. Without this or a similar system, cedures are compared to the cost of provid
it may be found that a subcontractor may ing such service. This is usually an esti
bill the general contractor for say 15% of mate, but it can be fairly accurate estimate.
As in the negative approach, both the
his contract whereas the general contractor
may be billing the owner, in that same tangible and intangible gains should be
considered.
month, for 25% of that contract.
From whichever angle it is evaluated,
On a large job these differences can
there are certain fundamentals to be congreatly affect the profit or loss to date.
(Continued on page 17)
—Gertrude Kitchen, C.P.A., Baltimore
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ACCOUNTING IN THE CHEMICAL INDUSTRY
By FREDA MEYERHOFFER, Baltimore

In presenting specific accounting proce
dures of the chemical industry, it is first
necessary to define the various types of
manufacturing activities which are to be
regarded as “chemical”. There is, of course,
no sharply defined frontier between the
chemical industry and other industries.
Hence the chemical industry varies in its
scope and size largely in proportion to the
breadth of the definition employed. It is
no real industry at all in a rigid ecomo nic
sense. The various companies which com
prise it have no bond of a common product
as do the oil and auto industry. Instead, the
only characteristics shared by all chemical
companies is the common usage of a chemi
cal process in some stage of their man
ufacturing operation. Furthermore, the
industry consists of two parts: the chemi
cal-product industry and the chemical-proc
ess industry.
The chemical-product industry—most dif
ficult of the two to define—may be explained
as a company which manufactures “chemi
cals” used in the manufacture of other prod
ucts and which do not ordinarily take the
form of familiar household products or ar
ticles of commerce. Thus, Phosphorus and
soda ash are universally recognized as
“chemicals”, but paint and soap are not so
regarded. The chemical-process industry
consists of companies which manufacture
allied products such as drugs, soap, paints,
fertilizers, oils, etc. It was my good for
tune to become familiar with both of these
phases of the chemical field while asso
ciated with a company which originated in
the “chemical-process” phase and through
expansion proceeded into the “chemical
product” division.
The activities of this industry are gener
ally divided into four major classifications:
Production, Sales, Finance and Research.
Greater stress is placed upon research in
the chemical business than in most other
industries. Research has been appropriately
described as the ‘life-blood’ of this industry,
and the company which does not continue to
engage in research will cease to progress.
In view of the importance of research and
the large amounts expended for this pur
pose by chemical manufacturing companies,
let us briefly discuss the accounting for such
expense. Research expense may be classi
fied as follows: improvement of present
11

processes; new process for present prod
ucts; related new products; unrelated new
products; application research; pilot plant
research; purchased processes and outside
research. Before a research project is un
dertaken, it must first have been approved
by management and if the project is to be
financed by outside capital it must be ap
proved by the investors before initiation.
Upon approval, and armed with a rigid bud
get the project can proceed. Periodically, a
report is prepared showing costs to date by
project by expense classification with a
comparison of the actual and budgeted
expense.

Production Planning
The basic aims of production (as in most
industries) are to make products of high
quality, in quantities to meet customers’
demands, and at the lowest delivered cost.
To achieve these aims, important produc
tion choices that can be implemented by ad
vance long-term planning are plant-site lo
cation, raw materials and such factors as
availability of labor. Also important are;
physical features of the possible location,
transportation for raw materials and sale
able products, markets, utilities, quantity
and quality and dependability of water sup
ply, waste disposal, living conditions, gen
eral economic environment, climate, general
facilities for construction and last but not
least vulnerability—nearness to important
wartime facilities.

Sales
In the chemical business, as in most other
enterprises, sales are made by calling on
the customer at his place of business. There
fore, field selling organizations (brokers,
for example) distributed geographically
throughout the country are used. Sales
management often requires cost informa
tion for sales use. The accountant will be
asked to present this cost data as well as
other cost information relating to com
modity rates, carrier service rates, commis
sion costs, freight equalizations per cus
tomer, per territory, etc.

Finance
Finance is an important activity of any
industry as far as the accountant is con
cerned. An enterprise is born and expanded

with finance. The chemical companies in
general have been able to finance their
expansion on favorable terms. Chemical
management has been conservative in its
financial practices, progressive in its labor
policies and aggressive in its business meth
ods. The chemical industry has experienced
less loss of production because of strikes or
other labor difficulties than industry as a
whole. It has offered continuous year-round
employment, higher-than-average wages,
group insurance, retirement annuities and
vacations without loss of pay. In its busi
ness methods, the chemical industry has
sought to maintain or to increase its profits
not so much by raising prices as by em
phasizing cost reduction through techno
logical improvements, sales expansion,
aggressive merchandising, and the develop
ment of new products.
Financial personnel and some of the man
agerial staff of this industry should be
highly trained accountants, preferably with
college degrees in business administration.
There should also be a few men and women
with chemical and accounting training com
bined or engineering and accounting com
bined. Accountants in the chemical industry
must have an understanding of the methods,
equipment and terminology of the chemist.
Likewise, chemists who would study the
business aspects of their industry must un
derstand the methods, equipment and ter
minology of the accountant.
Accountants, engineers, and chemists deal
with many different types of figures—
be it termed chemical reactions, material
stresses, or cost of manufacture—in in
dustry they have one word in common:
Profit. This is a relative word, but to those
in business questions immediately arise as
to what is profitable, why and to what ex
tent. This brings to mind costs and cost
systems. The actual cost system is the
basic system usually used by companies in
the chemical industry. As the name im
plies, the objective of an actual cost system
is to determine the actual cost of each major
activity of the company and how much each
product contributed to the actual cost of each
major activity. Today there are so many
factors affecting a business, particularly a
chemical manufacturing business, that for
management to know the relative profit po
sition of each product produced, the ac
countant must constantly scrutinize the
definitions, classifications, methods of re
cording, and methods of analyzing the ex
penditures and income to keep them current
and improve them. This often necessitates
changing them. Changes in accounting con
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cepts, accounting methods and equipment
must be explained to the chemist as he en
counters them. If the company is relatively
small, these improvements may be the re
sponsibility of the comptroller or the office
manager. If large, these improvements may
be the responsibility of a group established
for that purpose alone. In any successful
company, new and improved accounting
methods and procedures are being developed
constantly.
Here we must mention the permanent in
vestment factor. Investment is an impor
tant factor determining business perform
ance in the chemical industry. This is true
because of the low turnover (sales related
to investment) characteristic of the chem
ical field. In addition, sizeable chemicalprocessing plants that manufacture a num
ber of products present complex problems
in utilization and allocation of permanent
investment by products. Chemical equip
ment is frequently removed to a new lo
cation for another process step or retired
because of physical deterioration. Accord
ingly, some items of equipment used in a
process step may be changed monthly. Items
of equipment must have detailed descrip
tions available for rough estimates for simi
lar equipment in a new process, studies of
costs of equipment by types and sizes and
determinations of the scope of facilities
used in a process step. Investment should
be forecast and analyzed in the same man
ner as forecasts of costs, earnings, etc. In
vestment forecasts can readily be prepared
from adequate investment records and prop
erly detailed construction forecasts. Such
forecasts provide information to determine
future investment and return-on-investment
trends.
Financial management in the chemical in
dustry must also consider the factor of de
preciation. In the chemical industry, the
factor of obsolescence of properties is often
of greater importance than physical con
dition in influencing the lessened useful
value of property. The causes for obsoles
cence that must be considered along with
physical deterioration in determining sound
depreciation rates include the following:
Process obsolescence—Improved chemical
processes may afford economies which has
ten the retirement of the older, more costly
and inefficient process.
Sales obsolescence—Competitors or compet
itive products may capture the market or
the market may shrink or disappear because
of changing customer demands.
Mechanical obsolescence—Major engineer

ing improvements may result in making the
older equipment too costly to operate.
Capacity obsolescence—A major growth in
market demand for a product, over and
above expectations, may result in abandon
ing existing facilities and substituting
larger, improved and more economical fa
cilities.
Product obsolescence—A substantial re
duction in market demand, caused by the
development of new and cheaper substitute
materials may force the abandonment of an
entire project or projects.
Location obsolescence—An expanding com
munity and the outward growth of residen
tial properties may surround an established
industrial site. This would result in reduc
ing the expected life of existing facilities
at the site and the abandonment of all fu
ture plans for expansion at the location.
Location obsolescence may be hastened by
other factors such as:
1. Changes in raw material prices result
ing in higher prices at one location
compared with prices of similar or
substitute materials available at other
locations.
2. Excessive increases in competition for
local labor due to greater industrial
expansion.
3. Legislation pertaining to air or water
pollution or the correction of severe
waste disposal problems.

Commercial Intelligence Service
One of the responsibilities of any indus
trial company is to keep closely in touch
with commercial activities in the business
which it serves; especially activities which
bear in any way on the present or potential
business of that firm. Many of the opera
tions of such a company are influenced by
such factors as; what is happening in the
case of competitive firms, related industries,
consumer trends and raw material sup
pliers. The need for keeping in touch with
industry happenings—particularly those of
growth-type companies—has become even
more urgent with the tremendous post-Sec
ond World War industrial expansion pro
grams. The chemical industry alone has
engaged in recent capital spending at an
ann
ual rate of $1 billion per year. Reports
are frequently noted to the effect that a
considerable portion of some company’s
business is based on products which were
non-existent on the commercial market 10
or 15 years ago. Such collecting, organiz
ing and disseminating of information is the
responsibility of the commercial intelligence

service organization. Intelligence items of
the types mentioned may be obtained from
both public and private sources. As much
as 80 to 90% of the material will come
from news services available to the general
public. Unpublished information and ru
mors outside of a given company are fre
quently learned by conversations between
individuals in a related field, during attend
ance at scientific meetings and as a result
of interviews with company representatives
engaged in market surveys. This is a valu
able source of commercial intelligence items
which seems to have been neglected to a
greater extent than it should be. It should
not, of course, be obtained in the sense of
“spying” but by a legitimate and ethical
exchange of information.
Patent Application
The accountant should be familiar with
the patent application. The formal parts
of a patent application are the petition, the
specification with the claims, the oath and
the official filing fee. In the case of a re
issue application, an abstract of title should
also be included where there has been an
assignment from the inventor. If the in
vention can be illustrated, a drawing should
also be filed. The Patent Office recommends
that a competent attorney trained in the
specialized procedure of patent prosecution,
be employed by the applicant. Hence a
power of attorney to such a person forms a
usual part of a patent application.
Patents, processes and goodwill are fre
quently referred to as intangible assets as
distinct from tangible assets. These are
among the most difficult of all assets to ap
praise. Many chemical companies either
assign to them a nominal value of $1.00 or
else eliminate them completely from their
balance sheets.

Government Agencies
No chemical can be developed without in
some way coming into contact with one or
more activities of government. The devel
opment of any product can be materially
aided by recourse to the informational and
technical facilities of the proper govern
mental agency. Each branch of the govern
ment reaches deeply into every corner of the
industrial economy of the United States.
Of major interest in the chemical industry
are the statistics provided by the govern
ment agencies. It is one thing to obtain the
necessary statistics. It is something else
again to interpret them correctly. The ac
countant may have to determine whether
(Continued on page 14)
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TAX NEWS
By LOUISE A. SALLMANN, CPA, Oakland, California
At this time of the year we don’t expect
anything new in the way of tax legislation.
However, it is about the time when news of
Presidential action on tax laws, which have
been volleyed around Congress, is finally
disseminated to the taxpayers.
Much publicized have been the changes
in the Social Security Act, particularly the
lower retirement age for women (dropped
from 65 to 62). Other amendments not gen
erally discussed by news commentators are
of more immediate concern to accountants
and taxpayers. The more important ones
are as follows:

1. As of April 15, 1957, all professional
persons, heretofore excluded from
self-employment coverage, with the
exception of medical doctors and
Christian Science practitioners, will
pay the 3% self-employment tax with
their 1956 income tax returns.
2. Effective January 1, 1957, social
security tax rates on both employers
and employees will be increased from
2% to 2¼% and on self-employed
from 3% to 3⅜%.
3. Members of the Armed Forces will
have social security taxes deducted
from their basic pay and will receive
benefits under the social security sys
tem.

Several other laws which were recently
signed by the president are P. L. 1010 which
raises the tax exemption on general admis
sion prices to 90 cents from the present 50
cents, effective on and after September 1,
1956; P. L. 1015 which raises the maximum
transportation fare exempt from the 10 per
cent travel tax from 35 cents to 60 cents;
and the bill which retains the 10 percent
tax on the transportation of persons, but
makes that part of a trip outside the United
States tax-free by redefining taxable trans
portation to mean (1) travel which begins
and ends in the United States or in Canada
or Mexico within 225 miles from the near
est point in the continental United States,
or (2) that portion of a trip which is di
rectly or indirectly from one United States
port or station to another.
Although we are always most interested
in tax legislation which has been finalized,
proposed legislation quite often colors the
taxpayers’ future business decisions. A
recent report to the President by his Cab

inet Committee on Small Business included
five tax-relief measures in its recommen
dations to improve the position of small
business concerns. In view of the many
speeches made during the political conven
tions in which aid to the small business man
was constantly championed the proposed law
changes certainly have some significance.
These changes would (1) reduce the tax
rate on business corporations from 30 per
cent to 20 per cent on incomes up to $25,000; (2) give businesses the right to utilize
accelerated depreciation formulas, now
available to purchasers of new property un
der 1954 Code Sec. 167, for purchases of
property not exceeding $50,000 in one year;
(3) permit corporations with ten or fewer
stockholders to have the option of being
taxed as if they were partnerships; (4) pro
vide the option of paying the estate tax
over a period of up to ten years in cases
where the estate consists largely of invest
ments in closely held business concerns; (5)
simplify wage reporting by employers for
purposes of social security records and in
come tax withholding.
*
* *
(Continued from page 13)
production and use figures are reported on a
gross or net basis or are included in some
aggregate statistics. The method of ob
taining these statistics should be deter
mined. The reporting of products may not
be complete and there may be substantial
variations from actual production. In mak
ing comparisons between historical series
and price indexes, it is important that the
base year for each series is the same. De
spite the profusion of government agencies,
however, they all stand ready to direct the
accountant or any interested person to the
proper source for statistics and published
material.
The Future
The eminent position which the United
United States has attained in the manufac
ture of chemicals and chemical products will
undoubtedly continue for decades to come.
Chemical production has had an average
growth rate since 1930 eleven times greater
than that of our national population and
over three times that of the composite
United States industry average.
This
growth of the chemical industry demands
skilled technical personnel. For the ac(Continued from page 17)
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THE ACCOUNTING TRILOGY
By CATHERINE E. MILES, Ph.D., Atlanta, Georgia

Since the early origin of accounting in
Babylon and Assyria, people of various na
tionalities have seen the need of accumulat
ing and making intelligent interpretations
of facts relating to business. To trace the
progress of accountancy would be to trace
the advancement of commerce, with our
present day concepts of double entry ac
counting dating from 1494 with Pacilol’s
Summa de Arithmetics, Geometria, Propor
tioni et Proportionalita. The progress from
that day forward has been overwhelming,
the greatest part taking place within the
last 35 years. Accountants were the “little
men with the green eye shades” who sat
at desks day after day recording historical
costs. Today, this type person is called an
office clerk or bookkeeper, not an accountant.
Accounting has developed to a professional
status worthy of its place among the other
great professions.
Accounting interpretations have changed
also. Prior to the industrial revolution busi
ness was carried on primarily on a small,
individual basis. As long as this was the
case, the owner was in close touch with
every phase of his business so there was
little need for records except for records
of indebtedness. But as business grew, more
records were required and annual financial
statements became necessary in order to
show all interested persons the status of
the business. For many years there was only
one accounting statement prepared for the
annual report and that was, of course, the
balance sheet. This practice was prevalent
during the 1920’s. Even as late as 1935 some
of the very large companies included only
the balance sheet in their annual reports
to stockholders. However, a change had
started and some companies began showing
both a Profit and Loss Statement and a
Balance Sheet (with a Surplus analysis).
Another change is taking place now. That
is the inclusion of a Statement of Sources
and Application of Funds along with the
statements already mentioned. This state
ment fills a gap in financial analysis. So
often the owner of a business looks at the
net profit figure with amazement for it
seems incredible that he could have had
such a large net profit figure with no cor
responding increase in his cash account.
The Funds Statement shows what resources
were made available during the accounting
period and how such resources were used.
It is more than a flow of cash statement;
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it shows a flow of working capital.
It cannot be said the Funds Statement
has the extensive use that the Profit and
Loss and Balance Sheet have but a recent
survey made by the author has given evi
dence that it is being used by some com
panies in their published annual reports.
The survey included an analysis of 100
annual reports to stockholders of corpora
tions, for the fiscal year 1955. The 100
reports were picked at random. Of the
reports examined, twelve were found to have
included a Statement of Sources and Ap
plication of Funds, appearing under the
following names:
NAMES
USED BY
Changes in Working Capital
4
Sources and Application of Funds 4
Summary of Financial Operations 1
Statement of Application of Funds 1
Changes in Net Working Capital
1
Source-Use-of-Funds-Statement
1
These twelve reports were made by six
different national auditing firms. This seems
to indicate that the inclusion of the Funds
Statement is acceptable practice of many
of the national auditing firms and not just
the practice of one firm.
The relatively short statements included
such items as:
Source:
Profit for year.
Add: Charges not requiring cash outlay
—Depreciation, depletion, amor
tization
Sale of capital assets
Sale of capital stock
Sale of bonds
Bank loans
Application:
Capital outlays on: Land, building, etc.
Founded debt retirement
Payment on long-term notes
Investments
Dividends
Increase in working capital
Redemption of preferred stock
Increase in holdings of treasury stock
for corporate purposes
No company used all of these classifica
tions; in fact, most companies used only
about three in each of the two groups above.
However, three of the companies made their
statements more meaningful by giving the
(Continued on page 17)

HOW MUCH INVENTORY?
By MARY F. CASTLEN, Atlanta Chapter, ASWA
Approximately 250 years ago, Shake
speare compared the whole world with a
stage where the people were but actors in
a play. This figure of speech is appropriate
for a discussion of inventories in which
business enterprises are the stages.
College students form a vast audience
who hope to gain knowledge from their ob
servations and find an interesting pattern
in all businesses. The study of this pattern
for success or failure is familiarly known as
a study in Management. This study involves
three factors: inventory, capital and labor.
The task of management is to control and
coordinate these factors into the highest
degree of productivity.
That phase of management dealing with
the control of inventory is the subject of
this discussion. This field of enterprise re
quires cooperation as well as coordination
between management and the accounting
department. Though the manager must de
pend on the accountant for guidance, the
accountant must look to the manager for
execution of the accountant’s suggestions.
Management and the accounting department
must work together for analysis and inter
pretation of the data covering inventories.
Inventory is basically an asset intended
for resale. When it is not a finished prod
uct ready for resale, it is generally com
prised of raw materials, work-in-process
and finished goods. Proper scheduling of
these forms of inventory depends upon the
information furnished by the accountant
and upon the degree of efficiency exercised
by the supervisor. Since inventory is a
current asset, it is a part of the working
capital which is used as an index of the
degree of success of a “going conern”. When
inventory is increased out of proportion to
production, then liabilities such as accounts
payable and notes payable must be increased
faster than current income. This reduces
the working capital and undermines the
stability of the organization. Intelligent
scheduling avoids this pitfall.
Successful planners make every effort to
keep the number of stock units within the
limits necessary for production. In other
words, a separate analysis for each item or
group of items is made with the idea of
increasing the turnover rate and decreasing
the capital investment in inventory. The
turnover ratio is the number of times per
year that the inventory of any item or group

of items is sold or replenished. The prin
ciple involved in establishing the “bank” of
inventories is to carry an adequate, but not
excessive, amount of materials on hand at
all times. Maximum and minimum inven
tory limits should be specified on all items,
recognizing production requirements and
the length of time it will take to secure de
liveries on material replacements.
Sales-forecasting, a highly specialized
field, is another factor in determining in
ventory limits. It is neither accounting not
management, but a scientific combination of
the two. A successful company must deter
mine its potential for increase or decrease
in sales. The records form the historical
approach to the solution, but this is only
half of the problem. The other half lies
in knowledge of the field or universe wherein
lies the demand for the company’s product.
Even a casual study of past records will
indicate a pattern or trend and the elements
which influence this trend. These elements
may be related to the national business
cycle, weather conditions, politics, or geo
graphical developments.
One half of the value of an inventory
manager is directly proportional to his
general knowledge. The other half of his
value is proportional to his ability to ana
lyze and evaluate past records. In other
words, to be perfect the inventory manager
must by looking forward and backward at
the same time be able to keep going “up
stage.”
Such a careful control of inventories
reduces loss due to obsolescence and spoil
age. Analysis often discloses obsolete items
in the inventory which will never be used
in production. The sale of these items, even
at a loss, eliminates carrying charges and
provides storage space which can be em
ployed more profitably. This analysis of
waste in inventory presents a challenge
to management. It furnishes an opportunity
for management and the accounting depart
ment to coordinate their respective func
tions for maximum economy in the cost of
production. In this connection, the scientific
methods of cost accounting give factual basis
for the decisions relative to inventory con
trol.
When loss due to obsolescence has been
resolved, it is possible to concentrate on
the primary function of inventory, that is,
its active part in combination with capital
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and labor to produce maximum profit to
the owners, service to the community and
satisfaction to the workers.
Adequate stock control results in that
amount and kind of merchandise being used
which will make the greatest possible con
tribution to the net profit of the business.
It is the basis of sound purchasing and
merchandising practice. An efficient system
of inventory control permits a firm to keep
its stock on hand as small as possible and,
at the same time, avoid shortages of ma
terials which cause interruptions in the
productive process or which dangerously
limit the sales opportunities. As a result
of these two advantages, stock control per
mits a firm to operate with less capital.
Storage charges, price declines due to fall
ing market, and loss due to obsolescence
are additional economies effected by ade
quate stock control.
Skillful scheduling of raw materials,
work-in-process, and finished goods is based
on the formula for inventory turn-over,
the schedule that may be expected for de
liveries of raw materials, the anticipated
requisitions during production and the
orders expected for finished goods. It is not
necessary for the alert manager to know
all of these facts and schedules, but he must
have information and must know how to use
the facts reported to him by the various de
partments.
Inventory may be handled through peri
odic or through perpetual methods. The
method is determined primarily by the type
of articles involved and convenience in
record-keeping. Management will determine
the system which is most efficient in ade
quately recording this asset.
Finally, it seems logical that competent
control of inventory is not only reflected
in increased capital, but also observed in
labor, the third element which is essential
to complete operation. Reduced confusion
in the purchasing department, adequate
service on requisitions and prompt deliveries
in the shipping room are some of the re
sults which reduce friction among the per
sonnel. This guidance affecting the workers
is assuming increasing importance in the
success of an organization. This is that in
tangible something which makes the work
ers feel that “the show must go on.” Pride
in the job automatically follows such a
spirit.
It seems axiomatic that a proud and
happy personnel working with adequate in
ventory to create added capital which in
turn will benefit the personnel is a circle
that approaches perfection. This is the type
of “show” that investors might call “The

Blue Chips.” The college student in the
audience watches in amazement the perfec
tion of the acting, the plot, the coordina
tion, the props, the scenery, and the director.
If this student will accept intelligent
changes and criticisms, he may have talent
and acquire sufficient training to be one
of the great actors in industry some day.
Furthermore, America can furnish the stage
and props for this same lowly student to
become the conductor of a great opera,
“Industrial Excellencia,” because the pos
sibilities are infinite in the fields of to
morrow.
*

*

*

(Continued from page 14)
countant this industry offers some of the
greatest opportunities for success and lead
ership in production, sales, research and
finance.
*
*
*
(Continued from page 10)
sidered:
1. Internal check and control should be
most detailed where most needed. This
determination is based on the proba
bility of loss and the cost of control
in relation to the accuracy to be
gained. This requires careful evalu
ation of both procedures and person
nel. There is a danger of a false sense
of security where the control set up
does not meet the specific situations,
or is not adapted to the abilities of
those who are expected to operate it.
2. Any system of control is only effective
insofar as it is understood and fol
lowed.
Constant attention is needed to see that
these two essentials are being met.
REFERENCES
1. BRINK, Victor Z., Internal Auditing. New York: The
Ronald Press Company, 1941.
2. MONEGAN, Woodside V., “Auditing,” C.P.A. Review
Manual. New York: Prentice-Hall, Inc., 1951.
*
*
*
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report on a five-year comparative basis. One
company had its Funds Statement on a tenyear comparative basis.
The Funds Statement was not born in
the 1950’s as its present growth might in
dicate. Around 1930-35, the statement was
often referred to as the “Where Got” and
“Where Gone” Statement wherein was pre
sented a summary of balance sheet changes.
The statements took various forms but one
of the often used forms followed a balance
sheet arrangement where the balance sheets
for two consecutive years were compared
and the net change for each balance sheet
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account put in either the “Where Got” or
the “Where Gone” column. Any debit
changes indicated applications of funds
(where gone) and the credit changes indi
cated sources (where got). However, it was
readily seen that just an analysis of the
balance sheet would not give a clear picture
of what had happened and that it was really
necessary to go back to the accounts and
analyze the changes that had taken place in
order to show the effects on working capital.
This led to the present concepts regarding
the steps to be followed in preparing a
Funds Statement.
A detailed discussion of the preparation
of a Funds Statement would be too lengthy
for a report of this type. Only a few of
the basic steps will be discussed.
Working papers are needed where the
accounts to be considered are numerous and
involve several different types of transac
tions which may or may not have affected
working capital. An illustration of a com
mon worksheet is given at the end of this
article. If a worksheet of this type is used,
it is necessary to have balance sheets for
the two years being considered. The balance
sheet data is entered in the first two col
umns of the worksheet. A comparison is
then made of the balances of each account
and the net change entered as a debit or as
a credit, as the case may be, in the “Net
Changes” column. The debit and credit col
umns are then footed and should be equal.
What happens from here on in the work
ing papers may be simple or it may be
complex. If no adjustments are necessary,
the steps are fairly simple. Each “Net
Change” item is carried across to the Funds
(Non-Current) or Working Capital column.
If the net change of a current asset or a
current liability shows a debit change, this
amount is carried across to the working
capital increase (debit) column. If the net
change is a credit instead of a debit, the
amount is carried across to the working
capital decrease (credit) column. On the
other hand, the net changes in non-current
accounts are carried across to the Funds

(Non-Current) columns; if it is a debit in
the net change column, it is carried across
to the funds applied (debit) column or if
it is a credit, it is carried across to the
Funds Provided (credit) column. If the
total credits exceed the total debits (that is,
if the funds provided exceed funds applied)
working capital has increased. Thus the
difference between the two funds columns
shows the change in working capital and is
the amount necessary to equate the last
pair of columns.
The Funds Statement can then be made
from the working papers. The type of Funds
Statement found in published annual re
ports is often a condensed form. A more
detailed statement is usually valuable to
management.
Before completing working papers for a
Funds Statement, however, it is often nec
essary to add a pair of columns for “ad
justments” after the net change columns.
Adjustment may be necessary for several
reasons: some account changes may have
had no effect on the movement of funds;
some account changes may be the result of
several separate types of transactions
wherein funds may have been provided and
also applied; and, too, several account
changes may have resulted from one trans
action and an adjustment is desired in order
to summarize the change.
As one studies the present day concepts
regarding the Statement of Sources and
Application of Funds, it is soon apparent
that there is no unanimity on what should
be shown in the statement nor on how such
information is to be obtained. There is,
however, sufficient evidence shown through
the amount of material available on the sub
ject and the actual use made of the state
ment to justify the conjecture that soon
accountants may be adding the Statement
of Sources and Application of Funds as the
third major financial statement along with
the Statement of Profit and Loss and the
Balance Sheet (with related Surplus Analy
sis). Then there will be The Accounting
Trilogy).

CEM COMPANY
Working Papers for Statement of Sources and Application of Funds
For the Year Ended December 31, 1956.

Account

Balances

12-31-55 12-31-56

Net Changes

Cr.

Dr.
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Funds
(Non-Current)

Dr.
Ap
plied

Cr.
Pro
vided

Working Capital
Dr.
(Inc.)

Cr.
(Dec.)
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